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MIM)RAM)UM FQRt Deputy Director for Support 

SUBJECT 5 Definition of Unfunded Liability as Used in Propoaod 

ibnendioent to the CIA Betiremexiit Act 


1, This memorandvun is to supplement our telephone conversation 
on the above subjecst to more fully explain the nature of a potential 
question by the Department of the Treasury concerning the subject 
definition. 

2, The term "unfunded liability" as applied to retirement funds 

in actuarial parlance repre sents the m easure of the shortfall in funds ' 
0iL,1^4-i:e«BiiKed_to benefits to be paid to exiiting 

participants , annuitants and survivors thereof Jbased^u^^sorvice per- 
fomed ’through the date of the valuation (past *"s'er^ce) . The defini- 
tions of unfunded liability as stated in the recent amendaaents of the 
Civil Service Retirement Act end the Foreign Service Retirement Act on 
which our proposed legislation is patterned do not conform ^oith this 
incept. Instead, those definitions result in increasing the unfunded 

I nability to also include the shortfall between the present value of 
benefits to bo paid to existing ellgibles based upon future service and 
the present value of deductions from GmpXoyee salaries and Agency con- 
tributions for such future service. For reasons unknown to us, Treasury 
has not previously questioned the definitions as used In previous legis- 
lation. 

' 3. The impact of the question is Illustrated in Tabs A and B 
attached. Specifically, Tab A represents the balance sheet for the CIA 
Retirement systeciv^U^tion as of 31 December 19^8 which is now being ^ 

completed byTBPPBBUil Item 6, "Excess of Liabilities over Assets 
totaling HUlM^^His the unfunded liability as of 31 December I968 in 
the classic actuarial sense. The proposed statutory definition does not 
require recognition of the present value o^esttoated future appropria- 
tion req uirements, sh own as item "At^^^^^Bby appropriation, 25X1 A 

totaling Thus if unftinded liability was computed on the 

basis of ^^^posed statutory definition, item 5«h« would not represent 
a proper entry on the balanc^^^^^^^^^^^t^j resulting unfunded liability 
would increase to a total of 


26X1 A 

25x1 A 

25X1A 
25X1 A 
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• SEEK; ■■4 ' : 


SUBJECT : Definition of Unfunded liability ea Used in , Proposed 

Amendment to the CIA Betlrement Act i) 


k. For yoiir additional Informetion, there is attached as Tab B an 
excerpt from the proposed amendment to the CIA Retirement Act reflecting 
the proposed definition of uaafunded liability, adjusted to reflect the 
substance of correcting language contemplated by Treasury as we under- 
stand it • 


25X1 A 




5, Aside from the technical aspects of the point, in the practical 
sense application of Treasury's posit 
by Treasury of interest calculated on 
Our fund would then realize only about half as much from T^’easury for this 
purpose. The difference wotild, of course, increase xmfunded Hebllity 
(assuming no change in rate of other contributions) on subsequent evalxia-. 
tions and thus result in increasing interest payments. I<ohg term, it 
seems clear the fund will require additional input either from Treastiry or 
th 3 fough specific appropriation. I feel, at the moment, in the pragmatic 
sense, it makes little difference to us whether Treasury influences a 
change in the definition. 

6. The interpretation we „haveplaced on Treasury's position is based 

upon informal discussions with He did not Indicate to us what 

position Treasury will take but we^Ri^^y will oosment along the lines 
indicated. 




” Attachments 

Tebs A & B 
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"(b) the cabh balance of the fund, on the books of 
the Treasury; and 

"(5) ‘unfunded liability' means the estimated excess of 
the present value oi all benefits payable from tne funa lO 
participants and former participants, subject to this Act, 


and to their survivors, over the sum of-- 


"(a) the present value of ded uct io tv-s to be ~' Wi -'t- n h:e']:d~~* 


the future basic pay of participants 


cij cl ^ €=/*»A2 <o -P <r® w ‘ j 

subject to this Act and-c^f-futu-i^e-Agdae^^ ibufrotis , > 


t-o-bxrmaaTie^'nh-e^^ plus 


payments to 



the fund balance as of the date the unfunded 


liability is determined. 


SEC. 102. (a) Section 261 of the Central Intelligence 

Agcj Agency Retirement Act (50 U.S.C. 403 note) is amended by 
inserting "(a)" after "261." and by adding the following new 
paragraphs (b) and (c): 

"(b) Any statute or authority based on statute which 


2,0 authorizes-' 

0FFIC3 OF FIWAKCS NOTE; 


Under the above change in definition, the present value of benefits payable fron the fund 
based upon future service will be fully offset with the present value of normal premiums 
on future basic pay so that the net result will be unfunded liability fo r past .service . 
The term "normal premiums" refers to "normej. cost" as determined in the actuarial 

saxary m^cnxng Agency conuriDifuionS . 


